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Discussant's Response to
Internal Auditing—A Historical Perspective and
Future Directions
Lawrence B. Sawyer
Consultant—Education and Management
V i c Brink's recollections of internal auditing past reach back to the beginning of a discipline which I like to think of as management-oriented internal
auditing. H e was there. H e was i n attendance when it crawled out of the
cocoon of financial ticking and totting and first spread its wings. T h e discipline
may have had its origin i n the ancient verification of financial transactions. But
it started to mature when V i c and a few others brought forth T h e Institute of
Internal Auditors.
Vic's comments on those beginnings need no discussion. N o one knows
them better than he. A n d since we feel the same about internal auditing—what
it is and what it should be—I have no quarrel w i t h his concepts. Yet in seeking
to put so much on the canvas, he had to omit some of the details. T h i s commentary, therefore, w i l l seek to amplify several of those details and fill i n some
of the gaps, particularly:
• T h e early history of internal auditing
• T h e definition of internal auditing
• Internal auditing as a unique discipline
• T h e internal auditor's responsibility to management and the board
• T h e internal auditor and the external auditor.
The Early History of Internal Auditing
V i c began his historical perspective w i t h the birth of T h e Institute of
Internal Auditors. It would be useful, however, to go back further—to the
very beginnings.
A u d i t i n g as an aid to management control has its roots i n antiquity. I n the
Mesopotamian civilization, about 3000 B . C . , scribes prepared summaries of lists
of transactions. These were then checked against the original lists prepared by
others. Evidence of such checking, unearthed by archaeologists, shows tiny dots,
ticks, and circles on the sides of figures. Apparently this was the beginning of
two control devices: division of duties and systematic checking.
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Similar provisions appear i n early Egyptian, Persian, and Hebrew records.
T h e Egyptians required the audit of one official's records by another and the
actual witnessing of corn brought to warehouses, along w i t h certification of receipt.
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T h e Greeks, and the Romans after them, had an abiding interest i n the
audit of public finances. T h e suspicious Greeks preferred slaves to freemen as
auditors. They believed, with brutally direct logic, that the statements of a slave
under torture were more trustworthy than those of a freeman under oath.
T h e word "control" comes from the L a t i n contrarotulus, meaning "against
a roll"—the comparison of one " r o l l " of accounts w i t h another w h i c h had been
prepared independently. D u r i n g the Roman empire, an official k n o w n as a
quaestor, "one who inquires," would examine the accounts of provincial
governors.
D u r i n g the D a r k Ages, rulers demanded assurance of revenues due them.
Barons and justices made the first audits of the records of amounts due and
received. Later the audits were made by specially appointed officials.
T h e auditing function, as we k n o w it now, started during the industrial
revolution. M a n y commercial and industrial organizations employed expert accountants to examine and certify the validity of accounts. E v e n Columbus i n
1492 was accompanied to America by an auditor representing Queen Isabella.
In more recent times, the railroad companies were probably among the first
to meet the needs for internal verification. T h e far-flung activities of the railroads
made it necessary to use internal auditors to examine and coordinate widely
scattered operations.
F o l l o w i n g 1933, internal auditing made important strides. U n d e r the
Securities A c t of 1933 and the Securities Exchange A c t of 1934, as amended, corporate management was made responsible for the accuracy of financial statements
filed w i t h the S E C . A s a consequence, corporations hired accountants from the
outside to make more detailed verifications of accounts than the public accountants could.
But the outside auditors controlled those on the inside. T h e internal auditors
were a shadow or echo of public accounting. They were a simulacrum, with
none of the prestige of the external auditors. Internal auditing, as a separate,
distinctive discipline, d i d not emerge until 1941 when T h e Institute of Internal
Auditors was formed. T h e n it began to range beyond the books of account.
T h e n it began to assume a new posture.
Internal Auditing Defined
T h e varied definitions of internal auditing are mileposts i n its history as
well as indicators of how it is regarded. They also bespeak its changes and
its expansion.
Webster's defines it as " 1 : a usually continuous examination and verification of books of account conducted by employees of a business—contrasted with
independent audit; 2: a review of systems of internal check and internal control
of a business." T h e Encyclopaedia Britannica says that "Internal auditors try
to determine whether the requirements of an accounting system are being met
effectively and also whether the system itself is adequate for management needs."
Both definitions have a purely financial flavor and pedestrian posture. There is
no hint of the current management-oriented approach adopted by many internal
auditing practitioners.
T h e Institute of Internal Auditor's original 1947 Statement of Responsibilities
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of the Internal Auditor was not much better. It gave a grudging nod to the
internal auditor's involvement w i t h other than financial activities when it said
that internal auditing " . . . deals primarily w i t h accounting matters but may
properly deal with matters of an operating nature."
T h e 1957 Statement, somewhat more expansive, defined internal auditing
as providing for " . . . the review of accounting, financial, and other operations."
But i n 1971 the Statement cut the umbilical cord to the books of account
from which internal auditors first drew their life support, by describing internal
auditing quite simply as " . . . the review of operations as a service to management." Yet even this definition is too narrow. Standards for the Professional
Practice of Internal Auditing expands "service to management" to read "service
to the organization." T h u s it encompasses both management and the board
of directors.
I see modern internal auditing, practiced now i n many organizations around
the world, as going beyond even this expanded definition. I see it as doing
what the president of an organization would do i n appraising the operations of
the organization, if only he had the time to do so. In other words, to be of
service to management, the internal auditor should be an extension of management, authorized to review all operations and seeing those operations through
the eyes of the people i n the highest echelons i n the organization. Based on these
ideas, my personal definition of internal auditing is:
Internal auditing is the independent appraisal of the various operations
and systems of control within an organization to determine whether
acceptable policies and procedures are followed, established standards
are met, resources are used efficiently and economically, planned missions are accomplished effectively, and the organization's objectives are
being achieved.
T h i s definition addresses the internal auditor's opportunities as well as the
internal auditor's responsibilities. It underscores, also, the view from the top:
management-oriented internal auditing. Specifically:
• Independent appraisals suggests complete objectivity during the performance of audits and a position w i t h i n the organization which
provides assurance that the internal auditor's findings and recommendations w i l l receive adequate consideration and become the basis
for needed corrective action.
• The various operations and systems of control imply access to all
records, properties, and personnel relevant to the subject reviewed.
These also imply that the auditor is concerned with performance as
well as control.
• Acceptable policies and procedures indicate the internal auditor's responsibility for seeing that prescribed rules, systems, and controls are
workable and are congruent with organizational objectives; i n short,
that they make sense under current conditions and i n the light of the
entity's aims.
• Established standards being met connotes reviewing for compliance
with laws, regulations and established policies to determine whether
17

operations are properly conducted and whether reports—both operating
and financial—are accurate, timely, and useful.
• The economical and efficient use of resources embraces the appraisal
of the management of people, money, facilities, and materials, and
the search for causes of any inefficient or uneconomical practices so
that managers can correct them.
• Planned missions aims at the evaluation of program and activity results
to determine whether desired benefits are being obtained.
• Objectives being achieved raises the internal auditor's sights to that
of the manager's—of managers at all levels of the enterprise; for the
achievement of organizational objectives is the lodestar to guide all
those who direct the destinies of the organization.
Internal Auditing as a Unique Discipline
Internal auditing w i l l be hard put to achieve its o w n goals until it is recognized as a unique discipline w i t h distinctive objectives. It is not a younger
brother or sister of other disciplines. A s V i c pointed out, both the internal
auditor and the external auditor perform audits; but their purposes and scope
are different, and their desired outcomes are different.
Internal auditors have a different statement of responsibilities. They have
a different code of ethics. They have a different common body of knowledge.
They have different standards of professional practice. They have a different
professional certification examination, and those who pass all four parts of that
examination and can show that they have obtained the required experience i n
internal auditing have a different designation: Certified Internal Auditor.
T h e examination bespeaks the difference. First, it is international. Second,
its reach is dissimilar.
T h e first two parts of the examination cover the principles and the practices
of internal auditing, w i t h heavy emphasis on reviews of all operations within
an entity—from marketing and research to accounts payable and the cashier's
cage. T h e third part encompasses principles of management. T h e fourth part
is made up of six sections: accounting, finance, economics, law and taxes,
quantitative methods, and information systems.
Lest external auditors become apprehensive about the limited weight given
to accounting, they must understand that the new standards for internal auditing
consider that point. T h e standards state that the internal audit staff should
collectively possess the knowledge and the skills essential to the practice of their
discipline: i.e., accounting, economics, statistics, data processing, engineering,
taxation, and law. Each member of the staff need not be qualified i n all these
disciplines. But high proficiency i n accounting principles and practices is required of internal auditors who deal extensively with financial records and
reports.
A l t h o u g h internal auditing is functioning now as a distinctive discipline,
it is an emerging profession. It w i l l be recognized as a full-blown profession
when well defined courses of university study lead to a degree i n internal
auditing. A n experiment i n Australia is now addressing the subject. Australia's
Royal Melbourne Institute of Technology, i n its School of Business, devised a
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course of study leading to a graduate D i p l o m a i n Internal A u d i t i n g . I a m i n formed that the first session of the course w i l l be held i n 1979 i n Sydney,
Australia.
It is a two-year, part-time course. Prerequisites are a degree from a college
of advanced education or equivalent qualification w i t h at least four units of
accountancy. T h e course covers 350 hours of study or a little over eight of our
semester-hour equivalents. T h e subjects include such matters as internal auditing,
internal control, administering both the internal auditing department and the
internal audit assignment, interal audits of various functions of industry, commerce, and government, quantitative methods, management, forecasting, social
conscience, leadership, assessment of profit opportunities a n d risks, a n d there is
heavy emphasis on computers.
W h e n internal auditing is recognized as a distinctive profession, its partnership with the external auditors w i l l be a l l the more profitable for both.
T h e Internal Auditor's Responsibility to Management a n d the Board
A s V i c pointed out, internal auditors have a dual responsibility: to management and to the board. T h i s calls for walking a tightrope. But professional
internal auditors have walked similar tightropes before without plunging into
the net. F o r example, many internal auditors have espoused participative auditi n g — w o r k i n g with auditees as partners instead of as adversaries. Yet those
auditors also maintain the required objectivity. W h e n the time comes for expressing an opinion on the adequacy of control and the effectiveness of performance, they can still state their case without bias i n either direction. Participative auditing does not have to equate w i t h whitewash.
T h e responsibility to the board of directors, usually through the audit
committee, is to discuss audit goals and plans and the adequacy of internal audit
staffing and independence, to evaluate internal controls, and to submit summaries of audit findings and recommendations.
Primarily, the responsibility is to provide some measure of assurance to an
increasingly nervous group of board members that systems of control are adequate and are functioning as intended and that policies and procedures are still
valid and are actually being followed. Where such assurances cannot be given,
then the internal auditor owes the board members the duty to inform them of the
action that is being taken or should be taken to correct discovered defects.
Board members need help. They need independent, objective information,
because the courts are turning deaf ears to the claims of board members that
" W e didn't k n o w . " T h e courts are responding unsympathetically that " Y o u
should have k n o w n . " A s a consequence, board members are facing increased
difficulty i n obtaining directors and officers ( D & O ) insurance. T h e July 12, 1976
Wall Street Journal reports that average payments to successful claimants under
D & O policies rose to $865,000 i n 1975 from $770,000 i n 1974. T h e Journal says
that D & O coverage is tough to get at any price. Lockheed reported that it was
able to get only $25 million i n D & O coverage after its $35 million coverage ran
out. T h e problem seems to be getting more serious a l l the time. B u t the
knowledgeable, objective, broad-ranging internal auditor should be able to help.
After all, fire insurance premiums are reduced when adequate sprinkler systems
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are installed. T h e professional internal auditor should function as the board's
sprinkler system.
Executive management needs summary information on audit results. It needs
to know whether deficiencies detected are being corrected. It needs to know of
dangers, present or incipient, which require top management attention. A n d it
makes use of internal auditors to carry out management studies to assist i n the
solution of problems that elude ready answers.
Operating management needs fair, objective appraisals of its operations, reports which are accurate and unbiased and which put audit findings i n proper
perspective, audit opinions which take into account both the good and the bad,
and recommendations which are both reasonable and cost effective.
Internal auditors owe top management the responsibility of reporting conditions precisely as they see them. They owe operating management the duty of
leaving every place they audit a little better than they found it.
More and more, management and the board are looking to the internal
auditor for information on the various activities w i t h i n the organization. But
i n all cases that information must be objective. Otherwise the internal auditor
is an advocate instead of an unbiased observer. A n d objectivity flourishes only
i n a climate of independence. Clearly, no organism can be completely independent of the body it inhabits. Internal auditors can not be utterly independent
of those who fund their work. But they must be independent of the activities
they audit so that there can be no question about their appraisals being impartial
and for the greater good of the entire enterprise. Independence, i n this context,
results primarily from status i n the organization. Thus, where the internal
auditor is organizationally responsible to the chief accountant, for example, the
objectivity w i t h which audits of the accounting department are performed may
reasonably be open to question. H e who is on his knees cannot stamp his foot.
In recent years, therefore, there has been an upward movement i n the levels
i n the organization to which the internal auditor is responsible. T h e reporting
relationship is trending to the k i n d V i c advocates: a solid line to the chief
executive officer or senior vice president and a dotted line to the board of d i rectors. Certainly, internal auditors w i l l still be under the general supervision
of the officer or group which pays their salaries. But the possibility of undue
pressures may be avoided if the decision to appoint or remove the director of
internal auditing is subject to the approval of the board of directors.
T h e responsibilities to management are expanding beyond examining and
verifying. T h e reason lies i n the expressed needs of managers themselves. These
managers require more from their internal auditors than appraisals. They also
look for guidance. T h e literature supports the concept that besides being an
evaluator and reporter of deficient conditions, the internal auditor should be a
counselor, a teacher, and a problem-solving partner. T o buttress this view, here
are the comments of some highly placed executives about their internal audit
functions:
Counselor: W a r d Burns, Controller for J. P . Stevens Company, Inc.,
said that the internal auditor should be available for consultation on
matters of techniques and controls.
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Teacher: Dudley Stewart, vice president and controller of Industrial
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Acceptance Corporation L i m i t e d , Group of Companies, said: " T h e
internal auditor must function as an integral part of the management
team . . . T h e chief internal auditor w i l l become more and more a
creative executive. T h e more effective he becomes, the more he w i l l
find that a great deal of his time is spent on teaching those who report
to h i m and teaching very subtly those on whose work he is reporting."
Problem-solving partner: Charles R. Gollihar, Jr., vice president—finance
and treasurer for Douglas Aircraft Company of Canada L i m i t e d , said:
" I n the area of management audits, the auditor can and should be an
integral part of the final problem-solving team . . . roll up his sleeves
and jointly with other managers report to management—'we fixed it.' "
3
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The Internal Auditor and the External Auditor
T h e internal auditor and the external auditor need each other. Each must
recognize the other's role and make use of the other's strengths.
T h e pressures placed upon external auditors build u p . T h e Moss subcommittee i n the House of Representatives has urged the S E C to use its powers to
prescribe rules for accounting, auditing, and professional behavior. A n d while
the current stance of the S E C is to let the public accounting profession set its
own rules, the S E C w i l l continue to watch from the sidelines. T h e Senate's
Metcalf Committee has blistered the public accountants and is bent on proving a
conspiracy among auditors, clients, and the Financial Accounting Standards
Board.
T h e pressures mount. But however they escalate they still cannot force
two quarts of liquid into a one-quart container. They cannot make possible
what is impossible or economically infeasible. T h e costs of assuming responsibility for detecting all manner of illegality are unsupportable for either the external or the internal auditor. Besides, no amount of auditing w i l l detect every
arcane impropriety hatched i n the brain of an unscrupulous genius or perpetrated
by wily conspirators. A s the learned Judge Lopes said i n England before the
turn of the century, " T h e auditor is a watchdog, not a bloodhound."
Yet the hue and cry w i l l continue. A n d external auditors w i l l have to rely
on people w i t h i n client organizations who they can trust and whose work, i n
appraising systems of control throughout the entire enterprise, evidences professionalism, and can be relied on implicitly. T h e internal auditors should be
those people.
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There have been some justifiable complaints by external auditors about the
work of internal auditors. F o r example, many internal auditing groups do not
establish a formal plan of operations for one year, to say nothing of three or
five years. Also, many internal audits are performed without a written program.
A n d , worst of all, working papers of internal auditors sometimes leave much
to be desired. A reviewer of such papers may need clairvoyance as well as
analytical skill to determine what the internal auditor d i d , why it was done, and
how thoroughly the assignment was carried out.
6

T h e recently published statement of standards for internal auditors, however, sets criteria of quality for both the administration and the conduct of the
internal audit work. Compliance with those criteria is to be tested periodically
21

by peer evaluations and by examinations by external auditors, if the internal
auditing organization wishes to lay claim to meeting the new standards.
A s internal auditors strive to measure up to their o w n h i g h standards, and
as both internal and external auditors gain a clearer understanding of each
others' needs, the cementing of the partnership between these two auditing
disciplines w i l l provide an increased measure of assurance to the external auditors.
A n d that brings up a significant point. T h e assurance of w h i c h I speak
w i l l be i n direct relationship to the degree of independence enjoyed by the i n ternal auditor—a matter on w h i c h the external auditor can exercise considerable
influence. External auditors meet regularly w i t h boards of directors. They have
the board's ear and, one would hope, the board's respect for their opinions and
recommendations. External auditors should be ready to point out the need for
the internal auditor's independence of the activities audited, the conflicts of
interest that arise when internal auditors are made responsible for developing
systems or for carrying out line functions or nonaudit work, and the reduced
reliance by external auditors on the work of internal auditors when independence
can seriously be questioned.
T h e independence of internal auditors is extremely important to external
auditors and should be promoted so that the partnership stands on a firm foundation and so that the internal auditor's work can be accepted without fear that unwarranted pressures have influenced the internal auditor's objectivity.
7

Conclusions
A s our review of the past has shown us, until recently internal auditing
was a weak little shoot struggling to rise through inhospitable soil and find its
place i n the sun. That place is being found. I can see the signs today. A n d I
foresee the possibilities that lie ahead. V i c has talked of some of these possibilities. I would like to expand upon them, because I can see at least ten developments over the horizon for internal auditing. Some are almost here. Some
w i l l not come for a while. But come they w i l l because there is a need for them:
1. A definitive course of study leading either to a degree i n internal
auditing or to an M B A w i t h a major i n management-oriented
auditing. Australia is showing us the way.
2. A certification program that is world wide and increasingly demanding. T h e beginnings are already here.
3. Requirements for continuing education to maintain expertness i n a
field that i n common w i t h many others is expanding by geometric
progression. Internal auditing cannot remain aloof from similar
requirements set by kindred professions.
4. Recognition by all concerned that internal auditing is a profession
ready to take its place one day among the learned professions.
5. Recognition by the public that internal auditing is a new and exciting form of endeavor with responsibility not only to the organization for w h i c h the professional internal auditor works but also to
society.
6. Realization among students and academicians that here is a vital,
needed profession waiting with a kaleidoscope of exciting experiences
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for competent, intelligent, adventuresome applicants. W i t h the
growth of courses and literature, and w i t h additional promotion of
internal auditing and the attractive salaries already available, this
realization should be assured.
7. A n increase i n participative auditing where operating managers and
internal auditors work together to appraise operations and correct
defects.
8. A f u l l partnership between internal and external auditors, founded
on mutual respect and maintained by an appreciation of their interdependence. T h e partnership is here i n many organizations. It needs
to be extended to others.
9. Acceptance of internal auditing by members of management and
the board of directors as a source of needed, impeccable information
and of counsel and guidance on matters of good business practice.
That consummation has come about i n many organizations, and
recognition of the benefits obtainable w i l l make it spread to others.
10. Finally, membership i n the highest councils of the enterprise, enjoying
the same status as the vice president—controller and the chief legal
counsel. Directors of internal auditing are vice presidents i n a n u m ber of companies and the need for management-oriented internal
auditing is making membership i n the top management team i n
other organizations come closer and closer.
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